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Which is a better investment—the stock market or farmland?This question is frequently asked when there is a significantchange in one of the investments or when they move in
opposite directions.
Returns on an investment
Returns are composed of two parts. The first is capital gains or the
increase in value. Obviously, there can also be a capital loss in the
event of a decrease in value. The second component is the annual
return. The annual average rent and the average dividend are used as
the proxy for the income from the two investments. Table 1 (page 3)
shows the average values and rents for Iowa farmland since 1950. The
table also shows the yearly closing DJI average and the average yearly
Dow Jones Industrial (DJI) dividend paid.
Variability of returns
Figure 1 (page 2) shows the yearly
percentage changes in the DJI
and Iowa land values. Consider-
able yearly variation occurred in
both investments. For land, the
average percentage change is 5
percent with a standard deviation
of 12 percent. Percentage changes
for land range from a plus 32
percent to a negative 30 percent.
The Dow Jones Industrials show
an average percentage change of 9
percent with a standard deviation
of 16 percent. The yearly percent-
age change in the DJI ranges from
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a plus 44 percent to a negative 28
percent.
The average land rent since 1950
has been $63 per acre. The aver-
age dividend for the Dow Jones
Industrials has been $60.
Which investment is better?
To address the question of which
is the better investment, I will
make two assumptions. First, I
will assume $1,000 is invested in
each alternative at the beginning
of the period discussed. The
amount of land or stock purchased
will depend on the existing value.
The $1,000 will increase or
decrease by the change in value
during the year. Second, rents and
dividends will be reinvested back
into the land and stock market.
So, the investment increases
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(decreases) based on the annual increase
(decrease) in value plus the rent or divi-
dends. Taxes are not considered.
• 1950 investment — Figure 2 shows
the return to $1,000 invested in 1950.
At that time, $1,000 would have
purchased 4.6 acres or 4.3 shares of
the DJI. Using the assumptions above,
the value of the land at the end of
2001 would be $239,111 versus a DJI
value of $286,970. In other words, the
land investment would be valued 20
percent lower than the stock
investment.
• 1970 investment — Figure 3 shows
the return to $1,000 invested in 1970.
At that time $1,000 would purchase
2.4 acres or 1.2 shares in the DJI. At
the end of 2001 the land investment
would be worth $37,880, while the DJI
investment would be worth $36,880. A
land purchase in 1970 would currently
be worth three percent more than a
DJI investment.
• 1980 investment — Figure 4 (page  4)
shows the return to $1,000 invested in
1980. In 1980, the $1,000 investment
in land would have only purchased .5
acres of land or one share of the DJI.
At the end of 2001, the land
investment would be worth $4,597
while the DJI investment would be
worth $20,134. The DJI investment
would be worth almost 340 percent
more than the land investment.
• 1990 investment — Figure 5 (page 4)
shows the return to $1,000 invested in
1990. In 1990, the $1,000 would
purchase .8 acres of land or .4 shares
of the DJI. The $1,000 in land would
be worth $3,574 at the end of 2001 and
the DJI would be worth $4,889. The
DJI investment would be 37 percent
higher than the land investment.
• 2000 investment — Things are
somewhat different in the immediate
past. The $1,000 invested in land in
2000 would be worth $1,155 at the end
of 2001, while the DJI investment
would be worth $895.
Figure 1: Yearly Percent Change in Iowa Farmland 
and Dow Jones Industrials
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Figure 2: Value of $1000 Invested in 1950 Land or the 
Stock Market
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Figure 3:  Value of $1000 Invested in 1970 in Land or 
the Stock Market
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It has been said that timing is everything in the success
of a rain dance. It would appear the same could be said
for determining whether land or the stock market is a
better investment. For the most part, it appears that the
returns to the stock market are higher; however, there
are time periods when an investment in land would
produce higher returns.
Related questions
This raises several interesting questions? It is important
to remember the majority of farmland purchasers are
existing farmers. In 1990 and 1991, existing farmers
represented over 80 percent of the purchasers. This
number dropped to 67 percent in 2001. This is important
because farmers generally do not buy land strictly as an
investment. They buy land for a variety of reasons and
the expected return is only one.
The proportion of land purchasers who are investors has
risen considerably over the past several years. In 1989,
investors represented only 12 percent of the purchasers,
but in 2001 they represented 27 percent of the purchas-
ers. This raises the question: if financial returns to land
are low compared to stocks, why would an investor be
interested in land?
One reason is that land is a tangible asset that adds to
its value for many people. In addition, many of the
purchases over the past few years have been for a
variety of nonagricultural uses including summer
homes, hunting camps, and other recreational purposes.
High returns in the stock market have fueled many of
these purchases.
Investors also may purchase farmland to diversify their
financial portfolios. Given what happened to the stock
market over the past two years, the lessons learned in
the land market during the 1970s and 1980s should not
be forgotten; that is, what goes up also can come down,
and there is no such thing as a market that will always
increase.
Future trends in land values
What will happen to the value of farmland over the next
several years? As always, the future is hard to predict
but in this case it is especially difficult. There are
several factors that will have an immediate impact on
land values and other longer-term factors that will
determine the future performance of land.
Government program
In the short term, the future of government farm pro-
grams will affect values. As noted, farmers are the
primary purchasers of farmland and net farm income
determines how likely farmers are to entertain thoughts
of buying land. Over the past several years, the majority
of net farm income has come from direct government
payments. In 2002 there will be a new farm bill. No one
Table 1: Investment comparison of farmland
versus the stock market
Iowa Farmland * Dow Jones Industrial **
Year Value Rent Closing Dividend
1950 $218 $11 $235 $16
1951 234 12 269 16
1952 234 12 292 15
1953 221 13 281 16
1954 229 14 404 17
1955 238 14 488 22
1956 243 15 499 23
1957 251 15 436 22
1958 269 16 584 20
1959 277 17 679 21
1960 261 17 616 21
1961 261 17 731 23
1962 267 18 652 23
1963 276 19 763 23
1964 291 20 874 31
1965 318 21 969 29
1966 354 24 786 32
1967 397 26 905 30
1968 409 29 944 31
1969 419 32 800 34
1970 419 33 839 32
1971 430 34 890 31
1972 482 35 1020 32
1973 635 39 851 35
1974 834 53 616 38
1975 1095 60 852 37
1976 1368 69 1005 41
1977 1450 78 831 46
1978 1646 82 805 49
1979 1958 89 839 51
1980 2066 96 964 54
1981 2147 102 875 56
1982 1801 106 1047 54
1983 1691 106 1259 56
1984 1357 109 1212 61
1985 948 98 1547 62
1986 787 83 1896 67
1987 875 76 1939 71
1988 1054 82 2169 80
1989 1139 96 2753 103
1990 1214 100 2634 104
1991 1219 101 3169 95
1992 1249 105 3301 101
1993 1275 108 3754 100
1994 1356 102 3834 106
1995 1455 105 5117 117
1996 1682 110 6448 131
1997 1837 119 7908 136
1998 1801 119 9181 151
1999 1781 117 11497 169
2000 1857 120 10787 172
2001 1926 122 10022 181
Average $63 $60
* Iowa State University
** Dow Jones Industrial Index
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yet knows the final provisions of this bill,
but if it greatly reduces payments to
farmers and if there is no substantial
change in the commodity markets, there
will be an impact on land values.
Stock market performance
Another major unknown is the perfor-
mance of the stock market over the next
few years. If the market experiences a
substantial decline, this could have an
impact on investor interest in farmland.
Land that was purchased for recreational
purposes could come back on the market
and depress prices. The Federal Reserve
will take steps to prevent major problems
in the overall economy and if this includes
raising interest rates, there will be an
impact on land values. Finally, a declin-
ing stock market may encourage investors
who are looking for a safer place for their
money to consider land purchases. There
could be positive and negative effects on
land values from a prolonged decline in
the stock market. At this time it is not
possible to know which factors will exert
the most pressure.
Variability of returns
Land values are always influenced by
returns. Annual returns are affected by
the levels of production and demand.
Weather and technological changes have
a tremendous influence on the supply.
And, in the global economy, changes in
supply and demand conditions around the
world can impact Iowa land values.
Structure of agriculture
In the longer term, changes occurring in agriculture
will have an influence on land values. One of these is
the structural change of increasing farm size. If this
trend continues, there will be fewer farms and
farmers. This will influence many segments of the
rural countryside, including land values.
Age of landlord
Another element of change is the increasing age of
Iowa farmland owners. In 1977, 38 percent of Iowa
farmland was owned by people over the age of 65.
This means that over the next few years a sizeable
percentage of Iowa farmland will change hands. Will
it enter the market, will family members retain
control, or will it be divided? No one knows for sure,
but this is likely to have an impact on land values.
Figure 4:  Value of $1000 Invested in 1980 in Land or 
the Stock Market
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Figure 5:  Value of $1000 Invested in 1990 in Land or 
the Stock market
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Conclusion
The stock market has outperformed land over the
past 50 years, especially during the past 10 years.
But, timing has been important. What are the future
trends? What will happen to land values? These
questions are difficult to answer. At present, in my
opinion, land values will continue to hold steady
with only slight changes. There will continue to be
year-to-year variations depending upon the current
conditions and outlook for agricultural returns. In
the long run, I think that land values will increase.
But, for how long and by how much, no one knows.
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